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After four years of negotiations, Mexican and Brazilian representatives have agreed on tariffreductions that will ease or eliminate import taxes on more than 800 agriculture and industrial
products. The accord, reached in Sao Paulo in mid-June, will be signed during Mexican President
Vicente Fox's visit to Brasilia July 3. The new accord (Acuerdo de Complementacion Economica con
Brasil) will not have the force of a full trade agreement, but it does allow the two countries to restore
full trade relations.
The agreement replaces an accord negotiated by the two countries in 1995. That agreement was
scrapped in 1997 because of a dispute regarding Mexico's membership in the North American Free
Trade Agreement (NAFTA). At that time, Brazil was pushing for tariff preferences from Mexico that
were similar to those offered by the Mexican government to Canada and the US. In mid-1999, Brazil
and Mexico committed to reopen negotiations on a new trade agreement that would expand on the
1995 accord (see SourceMex, 1999-05-05 and 1999-07-28).
The two countries initiated talks in 2000 after agreeing on the parameters for negotiations (see
SourceMex, 2000-02-09). After months of consultations, the two countries finally completed
negotiations on the replacement accord in June of this year. The new accord is expected to boost
bilateral trade to US$30 billion annually, compared with the current US$2.5 billion.

Automobile tariffs a major focus of new accord
An important section of the agreement involves the gradual elimination of tariffs and other
restrictions on motor-vehicle imports, which had been a major stumbling block in the negotiations.
Close to 40% of Brazilian exports to Mexico involve motor vehicles or auto parts. As recently as June
2001, Brazil was charging tariffs of 35% on all imports of Mexican vehicles, compared with Mexico's
20% tariff on imports of cars and trucks from Brazil.
As a gesture of goodwill in the discussions on the new accord, the two countries agreed to reduce
tariffs to 8% on the first 50,000 vehicles shipped into their respective markets. Vehicles above the
quota were taxed 23% percent in Mexico and 35% in Brazil (see SourceMex, 2000-04-05). The new
agreement reduces the tariff to only 1% on the initial 140,000 vehicles shipped by each country, with
the applicable tariffs of 35% for Brazil and 23% for Mexico levied on any vehicles above that quota.
That 1% tariff would be eliminated after mid-2003, and import quotas would be raised each year to
165,000, 185,000, and finally 210,000 vehicles. All tariffs and restrictions on motor vehicles would be
eliminated by 2006.
In addition to the automotive accord, the two countries agreed to reduce tariffs in several other
important areas, such as chemicals, machinery and equipment, electronics, and agricultural and
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agroindustrial products. These are areas in which both countries are competitive," said Fernando de
Mateo, Mexico's chief trade negotiator.
The agreement also specifies guidelines present in agreements Mexico has signed with other
countries, such as technical norms, dispute-resolution mechanisms, plant and animal health
regulations, and safeguards. For example, the regulations governing rules of origin and intellectual
property offer special protection for products that are unique to each country, such as tequila in
Mexico and cachaza in Brazil. Tequila, which was previously charged a tariff of 130% in Brazil, will
now enter the country duty free. Mexico has made similar allowances for Brazilian cachaza.
De Mateo said the two countries continue to negotiate quotas on some products such as electronics.
Brazil wants to cut import taxes on 3,000 electronic products, while Mexico is pushing for tariff
reductions on only 800 items. De Mateo said Mexico views the agreement with Brazil as a first step
toward negotiating a similar accord with other members of the Southern Cone Common Market
(MERCOSUR). "What we need to do now is to sit down with MERCOSUR officials and decide on
the parameters for negotiations," said de Mateo.
The Brazil-Mexico agreement, in fact, cannot go into effect unless ratified by all full members
of MERCOSUR, which would include Argentina, Uruguay, and Paraguay. Mexico already has
full trade relations with Chile, which is an associate member of MERCOSUR. The two countries
enacted a bilateral accord in 1992 and expanded the agreement in 1999 to comply with NAFTA (see
SourceMex, 1991-12-18 and 1999-07- 28).

Business organizations wary about new accord
The Mexico-Brazil agreement has received mixed reactions in the Mexican business community.
The sudden announcement of the agreement caught many organizations by surprise. "We did
not expect that they would reach an agreement so quickly," said CANACINTRA vice president
Rene Ortiz. "We anticipated talks would continue into August or September." Several business
organizations complained that the Fox administration did not consult them during the last stages of
the negotiations.
Alina Aldape, director of the foreign trade division of the Confederacion de Camaras Industriales
(CONCAMIN), said her organization would like administration officials to offer more details on how
the accord would affect individual sectors in Mexico. "Agriculture, technology, and chemicals are
areas that the Brazilians were reluctant to open," said Aldape. "We would like to know what our
government offered in exchange."
The Fox administration is promoting the agreement as a way to reduce Mexico's trade deficit with
Brazil. Brazilian exports to Mexico amounted to US$1.7 billion in 2000 and grew to US$1.87 billion in
2001. In comparison, Mexico exported only US$754 million to Brazil in 2000 and US$695 million last
year.
CANACINTRA president Yeidckol Polevnsky said some Mexican sectors like footwear, auto
parts, and tools may not be ready to compete against imports from Brazil and other MERCOSUR
countries. Conversely, she raised concerns that many Mexican companies may not be able to benefit
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from the accord. "Very few companies are equipped to sell their products overseas," said Polevnsky.
A recent survey published by the Secretaria de Economia (SE) indicated that only 40,000 of the 2.8
million companies registered with the Mexican government are in a position to sell their products
overseas. But CANACINTRA said even these statistics were misleading. "The 300 largest companies
account for 80% of our country's total exports," said Polevnsky.
Polevnsky also cast doubt on the Fox administration's goal of incorporating 30,000 more companies
to the list of Mexican exporters. She said Mexico's competitive position on the world market has
fallen steadily in recent years. In a list of 49 countries, Mexico now ranks 41, compared with 36 in
2001 and 33 in 2000. (Sources: El Financiero, 06/11/02; Associated Press, Dow Jones news service,
Agence France- Presse, 06/12/02; The News, El Universal, La Cronica de Hoy, 06/13/02; Reforma,
06/13/02, 06/18/02; Milenio Diario, 06/18/02)
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